construction contracts, International accounting standards, fi nancial statements There are about 100 publicly traded companies 1 in the Czech Republic. Publicly traded companies prepare their fi nancial statements in ac cordan ce with the International Accounting Standards (IAS/IFRS) in accordance with the Council Regulation 1606/2002 and the Act on Accounting 563/1993 Coll. since 1. 1. 2005, but these companies are obliged to prepare their corporate income tax basis in accordance with the Czech Accounting Legislation (CAL) too. There are many diff erences between CAS and IAS/IFRS in each area of fi nancial reporting. The Czech Accounting System (CAS) is based on rules and IAS/IFRS are based on principles.
Many of main diff erences arise in the fi eld of recording revenues associated with construction contracts. It means contracts specifi cally negotiated for the construction of an asset or a group of interrelated assets. They are especially caused by diff erent philosophy. CAS prefers the state fi scal policy to the economic substance and IAS/IFRS prefere the economic substance.
METHODOLOGY
First the expenses (costs) and incomes (revenues) and construction contract revenues defi nition and recognition comparison between CAS and IAS/IFRS is done.
The next step of the comparison is concerned with the methodical approaches for measurement (real stage of contract completion, percentage of completion based on cost, zero−based approach) and recording costs and revenues used by IAS/IFRS and by CAS. The most important diff erences are caused by diff erent approach to the long terms contracts (construction contracts, so ware development contracts) revenue recording.
There are two standards concerning with revenues recording (IAS 18 − Revenue, IAS 11 -Construction 242
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Contracts) in IAS/IFRS. There is the Czech Accounting Standard No. 019 -Expenses and Revenues which concerns with the revenue recording in CAS.
The comparison is concerned with the me thodi cal approaches used by IAS/IFRS and by CAS. The most important diff erences are caused by diff erent approach to the long terms contracts (construction contracts, so ware development contracts) reve nues recording.
The theoretical part is based on revenues defi nitions, moment or revenues recording defi nition and the possible methods of recording construction contracts revenues. It is focused on the methodical approaches comparison (IAS/IFRS and CAS) and its impact on the level of profi t or loss.
The real construction contracts are examined. There are chosen representatives of typical examples of construction contracts -fi xed price contract calculated with profi t, fi xed price contract calculated with loss, contract on the very beginning of completion. The comparison is done in three steps:
Revenue 
RESULTS
There is CAS No. 19 − Expenses and Revenues in the Czech accounting legislation. The main objective of this standard is to prescribe the accounting treatment of expenses and revenues in the Czech Republic. There is no defi nition of incomes in the CAL, there are only defi ned particular components of Profi t and loss statement (Regulation No. 500/2002 Coll.) .
The revenue is recognised when the service is rendered or ownership of the goods or products is transferred in the CAS. Expenses and Incomes recording is based on the accrual principle (it means they are recognised in the period to match) regardless to the cash-fl ows. There is not special method for revenues allocation in case of revenues and cost associated with construction contracts. The outcome of a construction contract is recorded on the invoice basis during the accounting period (which is a result of contractual agreement). The part of construction contract which was not invoiced till the end of the accounting period is recorded as the amount of direct cost attributable to this part of contract. It is recorded as an increase of assets (Work in process) and revenues.
There are no diff erences between long time and short time revenue recognising in the CAS. The percentage of completion method is not allowed, there is not allowed to report expected profi ts in the CAS. When an expected loss is recognised the provision can be recorded. It is the diff erent approach in comparison to IAS/IFRS, where the expected profi t or loss is included in the recorded revenue in each accounting period during the construction of assets.
There are income and expenses defi ned in the Conceptual Framework of IAS/IFRS. The definition of income encompasses both revenues and gains. Re ve nue arises in the course of the ordinary activities of an enterprise and is referred to be a variety of diff e rent names including sales, fees, in terest, dividends, royalties and rent. On the other hand the defi nition of expenses encompasses losses as well as those expenses that arise in the course of the ordinary activities of an enterprise.
3 They are for example cost of sales, wages and depreciation. There are not any similar defi nitions of income and expenses in the CAS.
Recognition of Income and Expense
There are two standards dealing with accounting for revenue IAS 18 Revenue and IAS 11 Construction Contracts. The recognition of income occurs simultaneously with the recognition of increases in assets or decreases in liabilities. Revenue is recognised when it is probable that future economic benefi ts will fl ow to the enterprise can be measured reliably. The objective of IAS 18 is to prescribe the accounting treatment of revenue arising from certain types of transactions and events.
IAS 18 − Revenue identifi es separate criteria for each transaction when revenue will be recognised. IAS 18 should be applied in case of: the sale of goods and products, • the rendering of services, • the use by others of enterprise assets yielding in-• terest, royalties and dividends.
Revenue is defi ned in IAS -18 as the gross infl ow of economic benefi ts during the period arising in the course of the ordinary activities of an enterprise when those infl ows result in increases in equity, other than increases relating to contribution from equity participants.
Revenue is recorded in fair value. Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an arm's length transaction. 4 The amount of revenue is usually determined by agreement between the enterprise and the buyer or user of the asset. When the infl ow of cash or cash equivalents is deferred, the fair value of revenue may be less than the nominal amount of cash or cash receivable. The fair value of the consideration is determined by discounting all future receipts using an imputed rate of interest.
Expenses arise when a decrease in future economic benefi ts related to a decrease in an asset or increase in a liability has arisen that can be measured reliably. In a case that economic benefi ts are expected to arise over several accounting periods and the association with income can only be broadly or indirectly determined, expenses are recognised on the basis of systematic and rational allocation procedures. These allocation procedures are intended to recognize expense in the accounting periods in which the economic benefi ts associated with these items are consumed or expire.
Some contracts for the rendering of services are which directly related to construction contracts are dealt with requirement for construction contracts. Revenue and costs associated with construction contracts are determined in IAS 11 Construction Contracts. The nature of activities undertaken in construction contracts is based on situation when the date at which the contract activity is entered into and the date when the activity is completed usually fall into diff erent accounting periods. The main issue is to match the contract costs and revenue to the accounting periods in which construction work is performed. This is the accrual basis application, the effects of transactions and other events are recognised when they occur and they are recorded in the period to which they relate. The IAS 11 is used for recording costs and revenue of construction contract in the financial statement of contractors.
There is the construction contract defi ned in IAS 11. A construction contract is specially negotiated for construction of an asset or a combination of assets. There are two types of construction contracts:
A fi xed price contract, 1.
A cost plus contract. 2.
A fi xed price contract is defi ned as a contract in which the contractor agrees to a fi xed contract price, which in some cases is subject to cost escalation clauses. A cost plus contract is a contract in which the contractor is reimbursed for allowable or otherwise defi ned costs, plus a percentage of these costs or a fi xed fee. Some contracts may contain characteristics of a fi xed price contract and a cost plus contract (agreed maximum price of a cost plus contract). There are costs directly related to a contract (direct labour costs, costs of direct materials, depreciation of plant and equipment used directly on the contract, cost of hiring equipment, the estimated costs of rectifi cation and guarantee work) and costs that may be allocated to a contract (insurance, costs of design a technical assistance, construction overheads). Some costs cannot be attributed to contract activity or cannot be allocated to a contract costs (general administration costs for which reimbursement is not specifi ed in the contract, selling costs, research and development costs for which reimbursement is not specifi ed in the contract, depreciation of plant and equipment that is not used on a particular contract) in accordance with IAS 11.
Contract revenue
In case that the outcome of a construction contract can be estimated reliably, contract revenue and costs associated with the construction contract should be reco gni sed as revenue and costs by reference to the stage of completion of the contract activity at the balance sheet date. An expected loss should be recognised as an expense immediately (as a provision).
Percentage of completion method
This method for revenue defi ning can be used when the outcome of construction contract can be estimated reliably. There are following conditions:
Contract on a fi xed price • In this case the outcome of a construction contract can be estimated reliably when all the following conditions are satisfi ed:
Total contract revenue can be measured reliably, can be clearly identifi ed and measured reliably so that actual contract costs incurred can be compared with prior estimates. Costs plus contract • In this case the outcome can be estimated reliably when all the following conditions are satisfi ed:
It is probable that the economic benefi ts associ-• ated with the contract will fl ow to the enterprise The contract costs attributable to the contract, • whether or not specifi cally reimbursable, can be clearly identifi ed and measured reliably.
The stage of completion of a contract can be determined in a variety of ways: including the proportion that contract cost incurred for work performed to date of bear to the estimated total contract costs, surveys of work performed, or completion of a physical proportion of the contract work. Progress payments and advances received from customers do not refl ect the work performed. The percentage of completion method is applied on a cumulative basis in each accounting period to the current estimates of contract revenue and contract cost.
Under the percentage of completion method, contract revenue is matched with the contract costs incurred in reaching the stage of completion. Contract revenue is recognised as revenue in the income statement in the period in which is the work performed. Costs are recognised in the periods in which the work to which they relate is performed. The income (revenue and gains) is recognised during the performance of contract and the revenue is matched to the incurred costs, not to collection of payments. The recognised revenue is calculated by the next method:
where R − recognised revenue P − price contract C − percentage of completion R L − Revenue recognised in last periods.
C T (2) C = , C T + C E where C − percentage of completion C T − total costs since the contract beginning C E − estimated costs for the contract completion.
Any expected excess of total contract costs over total contract revenue is recognised as an expense immediately and the provision is recognised and recorded. The amount is calculated by the next method:
where PA − provision amount TL − total estimated loss G − all gains recognised in the last years of the contract.
Zero -profi t method
This method revenue defi ning is used when the outcome of construction contract cannot be estimated reliably. When the outcome of a construction contract cannot be estimated reliably:
Revenue should be recognised only to the extend • of contract costs incurred that it is probable will be recoverable, and Contract cost should be recognised as an expense • in the period in which they are incurred.
An expected loss on the construction contract should be recognised as an expense immediately and the provision should be recognised and recorded. The amount of the provision is equal to the total expected loss.
This method should be used during the early stages of a contract when the outcome of the contract cannot be estimated reliably. Contract revenue is recognised only to extend of costs incurred that are expected to be recoverable. When the outcome of the contract cannot be estimated reliably and it may be probable that total contract cost will exceed total contract re venues an expense should be recognised immediately and the provision should be recognised and recorded. When the uncertainties do not occur any more re venue and expenses should be recognised in ac cordan ce with the percentage of completion method. 
Recording of construction contracts

DISCUSSION
The real construction contracts were used for the comparison. There were common cases of construction contracts examined. That means cases when the contract price is equal to real contract reve nue and contract whose price was changed during the contract realization (calculation was changed due to the contract appendix ). The comparison of these contracts is the best way of solving of this problem. The comparisons were done during fi rst two years of contract realization.
Contract calculated with profi t (fi xed price contract)
I: Main characteristics of contract
Contract price 1 037 089
Years of construction 3
Calculated costs 860 000
Profi t before taxation 176 443
Source: Real construction contract The contract price has increased in the second year, its price was 1 040 844, calculated costs were 865 980 and profi t before taxation was calculated on 174 864.
Czech Accounting Legislation
There is revenue is recorded on the invoicing basis (invoices are issued on real completed construction phases) in accordance with the CAL. The amount of recognized revenue is independent on character of contract (calculated profi t or loss) and phase of completion.
The revenue is recorded on 60 th accounts group − Revenues from own products and services. When the invoice was not issued in the period which belongs to, revenue is recorded on the account of the group 61 st − Change in inventory of own products. The revenue is recorded in amount of own incurred costs without profi t or loss in this case. Source: Real construction contract
II: Revenue and costs related to the contract (CAL)
IAS/IFRS
The calculated costs have to be estimated exactly on the supplier calculation. The revenue amount of the not completed construction contract is based on the revenue defi ning method (percentage of completion or zero-profi t method). Recording revenue process is quite independent on contract invoicing process in accordance with IAS/IFRS.
The percentage of completion method was used for this contract. There was found out that 64% of contract was completed in the fi rst year. The amount of revenue was defi ned. The percentage of completion and contract price were multiplied. The revenue recorded by IAS 11 is higher in the second year. The increase is caused by increase of contract price and its infl uence on the contract percentage of completion. The revenue and profi t recorded in accordance to IAS 11 are lower in fi rst two years of contract completion in the sum. It is caused by diff erent principles and rules used by CAL and IAS/IFRS. In CAL is preferred fi scal point of view to real economic substance.
III: Revenue and costs related to the contract (IAS/IFRS)
Construction contract calculated with loss
IV: Main characteristics of contract
Characteristics
Original amount 
IAS/IFRS
There can be the percentage of completion method used for the revenue recording. There is necessary provision recognising a recording immediately in the beginning of the construction in the case of expected loss. The amount of provision is calculated as a diff erence between expected revenue and calculated costs.
There was found out that the contract was of 74% completed in the fi rst year (based on incurred costs). Revenue was calculated on the percentage of completion method. The contract was considered as the contract with loss from the very beginning. The provision was recorded before starting works on the construction. The fi rst year loss is covered with the part of the provision. The preliminary costs cal-culation was increased because the price of the contract increased in the second year and the expected loss decreased and the provision was decreased too. The sum of the provision represents expected loss.
The diff erence in the revenue recorded in ac cordance with CAL and in accordance with IAS/IFRS is caused by diff erent way of determining revenue and costs connecting with the contract in both systems and by the decreasing of provision in the second year. Source: real construction contract Czech Accounting Legislation This construction contract is calculated with loss. The provision in the amount of expected loss was made. 20% of the contracts were completed only in the fi rst year, the contract can be called "young" contract. The zero-profi t method was used. The revenue was recorded only in amount of costs and the provision in amount of expected loss must be made immediately when the loss is recognised. 
Construction contract calculated with loss -young contract
VII: Revenues and costs related to the contract (CAL)
IAS/IFRS
The loss in the amount of recognized provision was the result of this construction contract in the fi rst year. The provision was increased in the second year and the result of this construction contract is loss too. Recorded revenue was equal to costs in fi rst two years of contract. Only part of loss which was reali zed in the particular year of construction was recorded there
The higher amount of costs recorded in accordance with CAL is caused by the diff erent approach
